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ABSTRACT 
 
 
In Corporate Finance, the financing activities and capital structure decision 
has been the most discussed subject over the years. Capital structure mainly revolves 
around The Trade-Off Theory, The Pecking Order Theory, and The Market Timing 
Hypothesis. Each theory has its own successes and failures of explaining the decision 
on capital structure, just proving to us that capital structure is very difficult to explain. 
Although empirical studies on determinants of capital structure have been 
often conducted in other countries; there still lack similar yet comprehensive studies 
performed on Indonesian firms. Due to this reason, the author wishes to conduct an 
empirical study on determinant of capital structure on Indonesian companies.  
The sample comes from 115 Indonesia public-listed manufacturing firms, 
from 2004-2008. The determinants tested are assets structure, business risk, firm size, 
liquidity, profitability, product uniqueness, growth opportunities, non-debt tax 
shields, and dividend policy toward capital structure (represented by total debt / total 
assets).  
Using similar methodology (correlation coefficients and multiple linear 
regressions) as was performed by Titman and Wessels (1988), Kinga Mazur (2007), 
and Deniz Parlak (2010), the findings are consistent with theirs. The findings match 
the arguments explained by The Pecking Order Theory, that profitable firms still 
prefer internal financing to external financing (debt or new equity). While regression 
coefficients show that the most influencing determinants of capital structure in 
Indonesia are as follows: profitability, liquidity, business risk, dividend policy, asset 
structure, and company size. 
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